The choice of capital structure by rms is a fundamental issue in nancial literature. According to a recent nding, the capital structure of rms remains almost unchanged during their lives meaning that leverage ratios are signicantly stable over time. The stability of leverage ratios is mainly generated by an unobserved rm-specic eect that is liable for the majority of variation in capital structure (Lemmon, Roberts, and Zender 2008). However, the study focuses on the US economy, which is relatively stable. I study how substantial changes in the economy aect the stability of rms' capital structure in transition countries. Specically, I concentrate on Central and Eastern European economies that passed through transition from central planning to a market economy and privatization, the Russian nancial crisis, and EU membership. In addition, I investigate whether the ownership structure of rms is responsible for the part of the unexplained variation in leverage.
